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WHAT MAKES A GOOD EXECUTIVE? 


1. He possesses moral integrity. His super- 
iors, subordinates and equals know that they 
can trust him completely. 

2. He knows his job. 

3. He gets things done. He knows his staff, 
their strengths and weaknesses. He knows 
how to call forth the best from each one. 

4. He doesn’t try to do everything himself. 
He delegates responsibility with commensur- 
ate authority and holds the delegates account- 
able for results. 

5. He gives credit where credit is due. He 
doesn’t brush off good ideas, nor does he steal 
them. 


6. He is fair and impartial. He has no 
favorites. He is friendly but not familiar with 
subordinates. 

7. He always seems to be ahead of things. 
His foresight and planning make life less hec- 
tic, so that his staff can honestly feel that 
their energies are being spent on productive 
effort. 

8. He has a keen imagination, together 
with a saving sense of humor. 

9. He has the ability to inspire others to 
want to work. 

10. He has a sympathetic understanding 
of the other fellow’s problem. 

—ALBERT PLEYDELL 
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affect the commodity price level? 


How do employment policies, collective bargaining, 
the volume of imports, and the quantity of money 


Is a Rising Price Level 
Inevitable or Desirable? 





HE opinion is frequently expressed that in 

the future we are likely to have a continued 
upward pressure on prices, or an intermittent 
rise in prices without compensating price de- 
clines. This expectation contrasts strikingly 
with the experience of the nation in periods 
following other major wars. After the war of 
1812-14 the trend of prices was downward 
for about 15 years; after the Civil War, for 
about 30 years; and after World War I, for 
nearly 14 years. 

The belief that our experience during the 
next two or three decades will be different 
from that in previous postwar decades is de- 
rived from a set of circumstances which has 
been called a “built-in structure of inflation.” 
The principal element in this alleged infla- 
tionary situation is that the nation is com- 
mitted to maintenance of “full employment” 
and to maintenance of price supports for farm 
products. Other factors mentioned are the an- 
ticipated large volume of government expendi- 
tures, deficits to meet government spending 
in times of depression, and the desire to main- 
tain low interest rates or “the easy money 
bias.” 

1See, for example, The Guaranty Survey, Sep- 


tember 1952 (Guaranty Trust Company of New 
York), pp. 1+. 


About the author— 

Dr. Warburton is an economist at the Federal De- 
posit Insurance Corporation in charge of studies of 
the relation of banking to business fluctuations. He 
has written numerous articles on money, prices, and 
business fluctuations. The views expressed in this 
article are personal, and are not to be construed as 
reflecting official opinions of the F.D.I.C. 
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These forces are not expected to produce an 
unbroken continuous rise in prices. However, 
it is anticipated by many economists that we 
shall have spasmodic periods of rising prices 
or intervals of inflation which will not be 
counterbalanced by periods of falling prices. 
This belief rests on the historical association 
of rising prices with business upswings, and 
of falling prices with business downswings, to- 
gether with the assumption that any business 
recession which tends to become serious will 
be countered by governmental policies of an 
inflationary character. According to this argu- 
ment, business downswings with falling prices 
will be brief, while there will be no greater 
curb than formerly on business upswings, so 
that the latter will run their course with an 
accompanying rise in prices. The result, it is 
claimed, will be a ratchet effect with the price 
level ‘constantly susceptible to upward pres- 
sure but highly resistant to pressures down- 
wards.’ 

Full Employment and the 
Price Level 

The foregoing argument may be accepted 
as valid provided it is assumed that the poli- 
cies of the government will be geared to the 
immediate reversal of any tendency toward 
depression and deflation, but at the same time 


2 Martin Bronfenbrenner, “Business Income Con- 
cepts in the Light of Monetary Theories,” Five 
Monographs on Business Income (New York: Amer- 
ican Institute of Accountants, 1950), p. 105. The 
same argument is used by Sumner Slichter in a reply 
to comments of the Journal of Commerce on one of 
his articles (see reference cited in note 5). 











will not contain plans or techniques for pre- 
vention of price inflation at times when busi- 
ness is good. However, that is a precarious 
assumption. Under the Employment Act of 
1946 the Federal government is committed to 
use its powers “in a manner calculated to fos- 
ter and promote free competitive enterprise 
and the general welfare, conditions under 
which there will be afforded useful employ- 
ment opportunities, including self-employ- 
ment, for those able, willing, and seeking to 
work, and to promote maximum employment, 
production, and purchasing power.” This 
declaration of policy commits the government 
to policies designed to avert depression which 
means the avoidance of deflation, for a falling 
price level makes business hesitant and thus 
tends to produce unemployment; but it does 
not commit the government to a policy of per- 
mitting continuous or spasmodic inflation. 

Inflation, defined as a rising general level 
of prices, is per se a decline in the purchasing 
power of money, and is generally believed to 
be adverse to the general welfare. Unless it 
can be proved that a rising price level will 
provide more employment and production and 
contribute more to the general welfare than 
a stable level of prices, the agencies of the 
government determining the policies which 
dominantly influence the level of prices would 
appear to be committed to avoidance not only 
of deflation but also of inflation. 


The Price Level in Economic 
Theory 


The view that a rising price level, as well as 
a falling price level, represents economic dis- 
equilibrium and produces economic distortions 
which lead to inefficiency in business and in- 
dustry and therefore interferes with maximum 
production and the general welfare was a part 
of traditional economic theory developed in 
the nineteenth century. The great economist, 
Alfred Marshall, expressed this view when he 
said: “The fluctuations in the value of what 
we use as our standard are either flurrying up 
business activity into unwholesome fever, or 
else closing factories and workshops by the 
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thousand in businesses that have nothing 
radically wrong with them. . . Perhaps the bad 
habits of mind and temper engendered by the 
periods of business fever do more real harm 
than the periods of idleness; but it is less con- 
spicuous and less easily traced.”* The same 
view was expressed in the report of the United 
States Monetary Commission of 1876: “If, 
however, the volume of money should increase 
in undue proportion to the new demands for 
it so as to cause a continuous and persistent 
rise in prices, it would encourage gambling in 
prices instead of encouraging production, and 
would end in the destruction of that industry 
which it at first stimulated.” “It is only under 
steady prices that the production of wealth 
can reach its permanent maximum and that 
its equitable distribution is possible.’ 

Traditional economic theory also supports 
the view that maintenance of stability in the 
purchasing power of money, which is the same 
thing as maintenance of a stable level of 
prices, together with the results of free com- 
petitive enterprise, will afford “useful employ- 
ment opportunities for those able, willing, and 
seeking to work” and will promote maximum 
employment. Whether this occurs in practice 
is a question on which the history of the past 
does not provide an answer. This is because 
stability of the value of money, except for 
short periods, has never been accomplished in 
the United States, nor even tried; nor, so far 
as is known, in any other nation since the 
development of banking. 


On the Desirability of a Rising 
Price Level 


In recent years some economists have 
doubted the accuracy of this traditional view, 
and have argued that a rising price level is 
not merely to be anticipated in the future, 
but is also more desirable than a stable price 
level. One prominent American economist, 


3 Alfred Marshall, “Remedies for Fluctuations of 
General Prices,’ The Contemporary Review, LI 
(March 1887), p. 358. 

4 Report of the United States Monetary Commis- 
sion (1877), pp. 49 and 52. 
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Professor Sumner Slichter of Harvard Uni- 
versity, has recently promulgated this theory.® 

Professor Slichter supports his view that a 
steadily rising price level, of about two per 
cent per year, is preferable to a stable price 
level, by three propositions: (a) “maintenance 
of a stable price level in the long run would 
require that the country considerably relax 
its efforts to keep business recessions as mild 
as possible”; (b) “maintenance of a stable 
price level would require the acceptance of 
chronic unemployment or drastic intervention 
by the government in the relations between 
employers and employees”; and (c) “the 
policies necessary to keep prices stable would 
severely handicap the United States in its 
efforts to contain communism by building up 
‘the economies of the free world.” 

The first of these propositions is defended 
hy Professor Slichter with the argument that 
the policy of keeping recessions as mild as 
possible is incompatible with the long-run 
stability of the price level. He says, “In order 
for the price level to remain stable in the long 
run, the fall in prices that accompanies each 
recession must be great enough to cancel out 
the rise in prices in the preceding boom.” 
There are three objections to this argument. 
First, it rests on an unstated assumption that 
maintenance of a stable price level, or a level 
with only small variations that are soon re- 
versed, is impossible. For if a stable price level 
is maintained, there would be no significantly 
large rise during prosperous years to be offset 
during a subsequent recession. Second, it as- 
sumes that prices must rise during periods of 
prosperity, which is contradicted by history. 
The level of prices of the nation’s output of 
goods and services did not rise in the prosper- 
ous years from 1925 to 1929. Third, there is 
no known historical case of a business reces- 
sion (of the order of magnitude about which 
Professor Slichter is concerned) which was 
not introduced by monetary policy or mone- 
tary events exerting a downward pressure on 

5Sumner H. Slichter, “How Bad is Inflation?”, 
Harper’s Magazine, August 1952, pp. 53-57; “Pro- 


fessor Slichter Defends Need for Rising Price Level,” 
The Journal of Commerce (September 2, 1952). 
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the price level. Consequently, if we pursue 
the monetary policy necessary to achieve a 
stable price level we shall have eliminated the 
only condition which, according to the evi- 
dence of the past, will produce a serious busi- 
ness recession. 


The Effects of Union Actions 


Professor Slichter’s defense of his second 
proposition seems open to question. This de- 
fense rests on two propositions: (a) that at 
some point short of full employment the bar- 
gaining power of most unions becomes so great 
that they are able to push up money wages 
faster than the engineers and managers can 
increase output per man-hour; and (b) that 
under the condition of a stable level of prices, 
use of this power will result in a drop in 
profits, fewer employees, and more unemploy- 
ment, unless legal restrictions are placed on 
collective bargaining. 

The first of these two propositions may be 
valid for some particular unions, but there is 
no reason to suppose that it would be valid 
for unions generally in a nation which has 
adopted a policy of maintaining a stable level 
of prices of output. 

Nor does it seem that the second proposi- 
tion would be true under that condition. Even 
if several strong unions do succeed in pushing 
up wage costs in their own industries so much 
that employment in those industries is re- 
duced, the effect is not chronic general un- 
employment so long as trade unions include, 
as now, only about one-fourth of the labor 
force. If monetary measures are taken to 
maintain a stable level of prices, unduly high 
prices of output and reduced employment in 
industries with strong unions will be com- 
pensated by relatively lower prices and hence 
increased sales and employment opportunities 
in other industries. In addition, it is highly 
probable that when prices in most industries 
cannot be pushed up—as would obviously be 
the case with a stable price level—powerful 
trade unions would not attempt to push wages 
up faster than productivity can be raised 
through the combined efforts of the trade 
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unions and the engineers and managers, except 
in those few cases where they can do so with- 
out causing business firms to curtail output 
and employment for lack of opportunity to 
make a profit. Professor Slichter recognizes 
that neither the leaders nor the members of 
trade unions are pleased with the tendency 
for rising wages to push up prices, but he 
seems to under-estimate the difference be- 
tween trade union policies in the inflationary 
situation of the war and early postwar years, 
and those which would develop with the mone- 
tary policy of the government geared to main- 
tenance of a stable price level. 


To Stimulate Imports 


Professor Slichter’s supporting argument 
for his third proposition is that a rise of im- 
ports into the United States by about $4 bil- 
lion to $5 billion a year, which is needed to 
balance our exports and therefore eliminate 
grants of foreign aid, is impossible unless we 
have a rising price level. This argument is 
open to debate. Our imports can be increased 
more effectively by increasing offshore pro- 
curement of military supplies and strategic 
materials for stockpiling, removing the hidden 
tariffs embodied in our obsolete and cumber- 
some customs regulations, and reducing tariff 
rates where they are still high. These meas- 
ures could easily augment our imports by 
enough to balance our exports. If this had 
been done in 1951, the resulting amount of 
imports would have been 6.6 per cent of the 
aggregate expenditures of the people of the 
natioi for final products of the economy. This 
happens to be the same percentage as actually 
occurred during the four-year period 1925- 
1929 (with the individual years ranging only 
from 6.5 to 6.7 percent), which was a time of 
declining prices, with the price level lower in 
each year than in the preceding year and with 
a total fall in prices of about ten per cent (as 
measured by the index of wholesale prices). 
A rising price level in the United States is not 
a necessary condition for us to add enough to 
our imports to balance our exports. 

Both groups of economists who anticipate 
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inflation in the future—those who assert that 
we now have a “built-in structure of infla- 
tion,” and those who assert that a rising price 
level is necessary for maximum production 
and employment and is therefore preferable to 
a stable price level—use arguments which are 
inconsistent with the factual record of busi- 
ness fluctuations in the past. The arguments 
are also oblivious of the actual course of 
events in recent years. 


Importance of the Quantity 
of Money 


For several years I have been studying the 
relation of banking and monetary policy to 
business fluctuations, and am endeavoring to 
examine all the transitions from prosperity to 
depression during the past hundred and fifty 
years. With the exception of immediate 
periods of readjustment of the economy to 
normal civilian demand after a major war (as 
in 1918 and 1945), there appears to have 
been no depression or recession big enough to 


be covered by the business cycle reference | 


dates of the National Bureau of Economic 
Research that did not start with a contraction 
of the money supply (relative to a reasonable 
rate of growth), or with events or policies of 
credit restraint leading to monetary contrac- 
tion and falling prices. This is known to be 
the case for the period for which the historical 
evidence has been carefully examined, which 
is the period since we have had a strong cen- 
tral banking system with concentrated control 
over monetary policy. The history of the pre- 
ceding century has not been examined with 
sufficient care to assert categorically that 
there were no exceptions, but it can be said 
that there is no known exception. 

The record of past business fluctuations in- 
dicates that deviations in the rate of increase 


in the money supply which are not more than — 


2 per cent from the rate needed to maintain 
price stability in our expanding economy will 
not upset prosperous business conditjons. The 
variations in the money supply (from the 
needed rate of growth) that have been asso- 
ciated with business depressions or with in- 


flat 
tua 
of 
mo 
rea 
prc 
fut 
wit 
ten 
dey 
ha’ 


fix 
au 
me 
wa 
pre 
ext 
of 

slo 
fin 
Bo 
sul 


Jo 


“B 
tin 


Michigan Business Revie s 


ice 


flation of prices (excluding temporary fluc- 
tuations) have been of the order of magnitude 
of 3 per cent to 15 per cent per year, or even 
more in war periods.* Such deviations can 
readily be prevented. If monetary policy is 
properly oriented and implemented in the 
future we can expect a stable price level, 
within a very small margin, and no long-term 
tendency in either direction and no business 
depressions of the magnitude of those that 
have plagued us in the past. 


Anti-Inflationary Policies in 
Recent Years 


With respect to recent years, since the 
middle of 1947 the federal government has 
pursued an anti-inflationary, but not defla- 
tionary, policy and the results have produced 
far more stability in the price level than is 
generally realized. In the latter part of 1947 
and in 1948 the Federal Reserve authorities 
and the Treasury cooperated in efforts to re- 
strain further growth of the money supply, 
though at the same time adhering to an im- 
portant element of policy antithetical to this 
objective, that of fixed price supports for 
United States government bonds.’ 

In spite of the difficulties resulting from 
fixed bond support prices the Federal Reserve 
authorities were able by a combination of 
measures to bring the wartime and early post- 
war monetary expansion to a halt—without 
producing a contraction of the money supply 
except for short seasonai periods. The results 
of this policy first showed themselves in a 
slowing down of the rate of rise in prices and 
finally in a downward dip in the price level. 
Both the wholesale price index and the con- 
sumers’ price index reached a peak in August 


6 Clark Warburton, “How Much Variation in the 
Quantity of Money is Needed?” Southern Economic 
Journal, April 1952, pp. 497-502. 

7For the measures taken in 1947 and 1948, see 
“Bank Credit Developments,” Federal Reserve Bulle- 
tin, October 1948, pp. 1205-06 and 1212-15. 
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1948. In the fifty months since that date, the 
wholesale price index, which is more compre- 
hensive than the cost of living index, has de- 
clined or has shown no change in 34 months; 
it has advanced only in 16 months. The con- 
sumers’ price index has advanced in 33 
months and declined or showed no change in 
17 months. Neither index is as good an indi- 
cator as we ought to have of the prices of the 
final products which constitute the national 
output.* Their diverse movements suggest that 
except for the impact of the outbreak of the 
Korean War, which is now wearing off, there 
has been no upward drift in the price level 
during the past six years. 

The fact is that we do not know whether 
the price level, conceived of in its most proper 
sense as the level of prices of all final products 
of the economy, has been going up or down 
during the past year and a half. The evidence 
from the wholesale price index, which sug- 
gests that the price level has dropped about 
5 per cent during this period, is not con- 
clusive; and neither is the evidence from the 
consumers’ price index, which suggests that it 
has gone up by about 5 per cent. Taking both 
indexes into consideration, there is a good 
basis for an assertion that there has probably 
been comparatively little change in the gen- 
eral level of prices during this period. The 
calamity of an unbearable rate of unemploy- 
ment has not occurred during this period; and 
there is no valid reason for believing that con- 
tinuance of the same situation during the next 
few decades will result in that calamity. The 
economists who think we have a “built-in 
structure of inflation” need to take a more 
careful look just to see whether—at the pres- 
ent time—we are experiencing inflation or 
deflation. 

8 The consumers’ price index is reasonably repre- 
sentative of only about half of total output of goods 
and services; the wholesale price index gives too 


much weight to prices which fluctuate more violently 
than prices of final products. 

















In response to a request of the editor of this Review, 
Professor Slichter discusses the views presented 
by Clark Warburton in the preceding article. 


A Slowly Rising Price Level 


the Lesser of Two Evils. 





R. Warburton’s views are always stim- 

ulating and I am glad to comment on 
parts of his interesting article. Mr. Warburton 
ascribes to me the view that a rising price 
level is “more desirable than a stable price 
level.” I cannot take serious objection to this 
statement, but it is not a very precise state- 
ment of my views. There are certain disad- 
vantages associated with a slowly rising price 
level but there are also certain costs which 
must be paid in order to achieve a stable price 
level—at least under present economic insti- 
tutions. A stable price level can be achieved 
only by accepting preventable unemployment 
and, therefore, accepting a lower-than-neces- 
sary standard of consumption, or by accepting 
drastic restrictions on free collective bargain- 
ing. In my view, the costs of achieving a 
stable price level are greater than the disad- 
vantages associated with a slowly rising price 
level. Hence, I prefer the slowly rising price 
level as the lesser of two evils. This way of 
stating my position has important conse- 
quences from the standpoint of policymaking. 
It reminds us that we should strive to elim- 
inate the disadvantages associated with slowly 
rising prices and with stable prices. Perhaps 
we shall eventually be able to achieve a stable 
price level without incurring unnecessary un- 





About the author— 

Dr. Slichter is Lamont University Professor at 
Harvard University. Author of many books and 
articles on economics and business, he was president 
of the American Economic Association in 1941. 
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employment or without submitting to objec- 
tionable controls. Thus far no economist has 
shown how this can be done. 


The Price Level in Periods 
of Prosperity 


Let me comment more specifically upon Mr. 
Warburton’s criticisms of my position. Mr. 
Warburton does not think that the mainte- 
nance of a stable price level would require 
that the country considerably relax its efforts 
to keep business recessions as mild as pos- 
sible. He bases his conclusion upon the view 
that the price level does not rise during 
periods of prosperity. He says that the view 
that prices must rise during periods of pros- 
perity “is contradicted by history.” Our dif- 
ference here is the reading of history. I should 
say that my view is substantiated by history, 
not contradicted by it. Mr. Warburton cites 
the prosperous years from 1925 to 1929 when 
prices fell. He might have cited also part of 
the decade of the eighties. The twenties and 
the eighties, however, appear to be exceptions. 
The general rule has been that periods of 
prosperity have been accompanied by rising 
prices. There is no reason to expect rising 
prices to cease to be a characteristic of booms 
—particularly since we now have 15 million 
organized workers ready to take advantage of 
every good bargaining opportunity to push 
up their wages. If rising prices do accompany 
booms, we cannot then successfully fight re- 
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cessions without causing each period of ex- 
pansicn to begin at a little higher price level 
‘han the preceding expansion. Does Mr. War- 
burton think that we ought to accept pre- 
ventable unemployment so as to let prices 
drop enough in each recession to offset the rise 
of the previous boom? 


Wage Rates, Labor Costs, 
and Prices 


Mr. Warburton disagrees with my view that 
in periods of high employment unions are able 
to push up money wages faster than the engi- 
neers and managers can increase output per 
manhour. He thinks that this may be true for 
a few powerful unions, but not true of unions 
in general. 

Mr. Warburton does not seem to have taken 
the trouble to inform himself of the facts. Let 
us check the bargaining power of labor by 
taking a recent period when its bargaining 
power was limited by a mild readjustment of 
business and a jump in unemployment—the 
period of late 1948 and 1949. The consumers’ 
price index reached a temporary peak in Sep- 
tember 1948, and the wholesale price index 
a temporary peak in August 1948. Wholesale 
prices reached a bottom in December 1949. 
At that time the consumers’ price index was 
4 per cent below September 1948 and the 
wholesale price index, 11.5 per cent below 
September 1948. Unemployment, which had 
averaged 3.4 per cent of the civilian labor 
force in 1948, averaged 5.5 per cent in the 
year 1949. What happened to wages during 
this period when prices were falling and when 
unemployment was certainly higher than one 
would expect it to be in a period of boom? In 
manufacturing, which is about two-thirds 
organized and about one-third non-union, 
hourly earnings rose in the fifteen-month 
period September 1948 to December 1949 by 
3.4 per cent. This is slightly faster than the 
estimates of increase in output per manhour 
for the economy as a whole. These estimates 
are rough, but are put at about 2.5 per cent 
per year. Of special interest is the rise of 
wages in retailing which is almost entirely un- 
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organized. In the period September 1948 to 
December 1949, average hourly earnings in 
retailing rose 3.7 per cent. The behavior of 
wages during the recession of 1949 does not 
lend support to Mr. Warburton’s view that 
only a few strong unions in periods of high 
employment are able to raise wages faster 
than the engineers and managers put up out- 
put per manhour. 

During the year 1952, when the consumer 
price index rose by 0.8 per cent and the whole- 
sale price index dropped by 3.4 per cent, 
hourly earnings in manufacturing rose by 5.5 
per cent. This is more than twice as fast as 
the estimated rise in output per manhour. In 
the construction industry, the telephone in- 
dustry, wholesale trade, and bituminous coal 
mining, the rise in wages during 1952 was 
greater than in manufacturing; in retail trade 
and railroading, it was slightly less. 

The adjustment of prices to rises in labor 
cost may occur only after some lag. Further- 
more, it may not occur automatically. It may 
require assistance from public policies. Econ- 
omists and businessmen, however, will agree 
that labor costs cannot rise indefinitely with- 
out prices being adjusted to them because the 
resulting increase in unemployment would be- 
come intolerable. This is an important obser- 
vation because it means that rising labor costs 
can force changes in credit or fiscal policy. 
Hence under some circumstances trade unions 
may be the real makers of credit or fiscal 
policy. 


Slowly Rising Prices a Stimulus 
to Imports 


Mr. Warburton apparently has not read 
carefully my discussion of the reason why 
slowly rising prices would assist the United 
States in gaining a much-needed increase in 
imports. He thinks that this can be done by 
our buying military supplies abroad, simpli- 
fying customs regulations, and reducing tariff 
rates. I do not believe that this country wishes 
to become heavily dependent in the long run 
upon foreign sources of manufactured military 
supplies, but I agree that simplifying customs 


7 








regulations and reducing tariff rates will in 
the course of a few years bring about sub- 
stantial increases in imports—provided, of 
course, foreigners have assurance that these 
changes are not temporary. I pointed out, 
however, that the people of the United States 
are not likely to tolerate a policy of reducing 
duties and otherwise encouraging imports un- 
less the demand for the output of domestic 
industry is strong. The kind of market con- 
ditions which will lead Americans to tolerate 
further reductions in their tariff are the kinds 
of conditions which are likely to produce a 
slow rise in prices. 


The Near-Term Outlook 
for Prices 


This discussion of the long-run outlook for 
prices should not obscure the fact that the 
near-term outlook is for a fall in many prices. 
When the rate of residential construction falls 
closer to normal, there should be a moderate 
drop in building costs. The government at the 
present time is supporting a large number of 
prices of farm products at ridiculously high 
levels. Despite the fact that unemployment 
at the present time is quite low, government 
support is being given to the prices of wheat, 
cotton, corn, butter, dried milk, cheese, tur- 
keys, soy beans, wool, flaxseed, oats, barley, 
hay, rice, tobacco, and other farm products. 
This sort of thing cannot go on indefinitely, 





and the new Administration will have to go 
through the painful process of adjusting the 
farm price support program to economic re- 
alities. The Administration may not be willing 
to do this until embarrassingly large surpluses 
have been acquired—just as they were ac- 
quired in late 1949 and in early 1950. But 
though the public may reasonably hope for 
some relief from the present high prices of 
food, labor costs are likely to creep slowly 
upward. 

Eventually the public may demand that 
employers do a better job of protecting con- 
sumers by resisting more stubbornly the de- 
mands of unions for wage increases. Up to the 
present it has been considered good public 
relations by the large employers whose wage 
settlements have great influence upon the pat- 
tern of wages to grant generous wage increases 
in periods of high employment. If the time 
ever comes when these large employers decide 
that it is better public relations to resist the 
demands of unions stubbornly and to cham- 
pion the interests of the consumer, the slow 
long-time rise in labor costs will be altered 
and the country will have a good chance of 
achieving a stable price level. At present, 
however, the consumer lacks effective cham- 
pions among the employers. Until the con- 
sumer gets effective champions, labor costs 
will rise and the price level sooner or later 
will have to rise with them. 
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For the Executive’s Bookshelf. This issue 
of BUSINESS INFORMATION SOURCES 
entitled “Business Handbooks” is a list of 
handbooks covering the following business 
fields: Accounting, Advertising, Corporate 
Procedure, Finance and Financial Mathe- 
matics, Foreign Trade, Insurance, Manage- 
ment and Administration, Marketing, Office 
Management, Personnel Management, Print- 
ing and Promotion, Production Management, 
Public Relations, Radio and Television, Real 


Estate and Appraisal, Retail Trade, Taxation, 
and Transportation and Shipping. The titles 
included comprise a basic business library for 
the business man. 

Copies of the bulletin are available, for a 
mailing and handling charge of 10 cents, 
from: 

Miss Rose L. Vormelker, Head 
Business Information Bureau 
Cleveland Public Library 

325 Superior Avenue 
Cleveland 14, Ohio 
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Debt, regulation, competition, and meager earnings 
are some of the problems that progressive railroad managements face, 
as they work to improve their equipment oud operations. 


The Outlook for the Railroads 





HE railroad industry is now well into its 

second century of service to the American 
public. Certain aspects of this second century 
are of primary interest to American business 
and businessmen, particularly as relating to 
the Eastern Railroads of the United States— 
those east of the Mississippi and north of the 
Mason-Dixon Line. 

Employment on Class I railroads (those 
with more than one million dollars revenue 
per year) is just under one and one-quarter 
million persons. While once virtually the only 
means of providing intercity transportation of 
passengers and goods, last year railroads 
handled only about 50 per cent of intercity 
passenger traffic and about 60 per cent of the 
country’s intercity freight traffic. 

Railroad mileage of line in all 48 states is 
about 223,500, about ten per cent less than 
in 1916, when line mileage was at its peak. 
It is an industry using one and three-quarter 
million freight cars; one whose freight train 
output in transportation in any thirty minute 
period is equivalent to handling a ton of 
freight 37 million miles; one that in the same 
half hour period pays out $313,000 in wages, 
and $124,000 for fuel, material and supplies. 

Over and above all of these things—and it 
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is one of the few unchanged characteristics of 
American railroads—they are the one true 
“common carrier” among the various com 
peting forms of transportation. 

Investment, after accrued depreciation at 
the end of last year, was $25.5 billion for 
property used in transportation service by 
Class I railways—about $144,000 per mile of 
line. In 1951, railroads carried almost one 
and one-half billion tons of freight. 

Yes, from every standpoint, the railroads 
are big business, and of acknowledged vitality 
to the past history and development of this 
country. The question today, however, is: 
Are they indispensable to the future of this 
country? 

It is a profoundly serious question because 
too many people within the industry assume 
they are indispensable and too many people 
outside the industry—including some sub- 
stantial users of transportation—assume they 
are not. Note my usage of the word “assume”. 
It is an amazing truth that there can exist 
such a degree of assumption involving an in- 
dustry so fundamental to our economy. The 
most striking challenge to transportation 
leadership today is the development of em- 
ployee and public understanding of its posi- 
tion, its responsibility, its opportunity and 
the problems relating thereto. 


Problems of the Railroads 


Why is it that this great railroad trans- 
portation enterprise, handling more passenger- 
miles than it did 25 years ago; handling 73 per 
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cent more revenue ton-miles than it averaged 
in the first half of the 1920’s; and in 1951 
handling 99 per cent of the average traffic of 
the five war years, finds itself in trouble and 
in need of public understanding? I think there 
are six basic reasons for this: 

1. As an industry it is shackled by out- 
moded federal and state regulations, which 
restrict its competitive position, its financial 
health, and its managerial capabilities. 

2. As an industry, regardless of volume, 
efficiency or any other consideration, its rate 
of return continues to be so depressed that it 
is unattractive to the investing public. Here 
are the figures: 

Average Annual Return on Railroad 


Investment 
1931-35 1.98 per cent 
1936-40 — | ”lUm 
1941-45 ee Tn 
1946-50 ma.” | 
1951 as.” ” 


In 1951 the Eastern Railroads with their 
higher terminal expenses, shorter hauls, and 
higher taxes earned but 3.3 per cent. 

3. As an industry its credit position is 
weakening. Working capital has steadily de- 
clined since the war. Debt is large, and in- 
terest rates, even on equipment obligations, 
seem to be rising. Of 36 of the more impor- 
tant Class I railroads, 19 last year had total 
debts (equipment and non-equipment) that 
exceeded their gross revenue for the year. 
Eight railroads, all Eastern but one, found 
this total indebtedness at the end of 1951 
more than 120 per cent of that year’s gross 
revenue. 

4. The effect of inflation has made a well 
balanced railroad operation more difficult 
than ever before. Pyramiding wage and mater- 
ial costs have necessitated four general freight 
rate increases since the last war. In addition 
to being too little and too late, by the very 
nature of being percentage increases they 
pushed many higher class rates competitively 
out of line, and encouraged the railroads’ 
most attractive traffic, revenue-wise, to move 
by other forms of transportation which, be- 
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cause subsidized, could charge lower rates, 
Thus the slow and terrible inflexibility of gov- 
ernment railroad regulation, on top of the 
same government helping railroad competition 
with railroad tax money (which last year was 
11.6 cents of every revenue dollar), has com- 
pounded the problems of inflation. 

5. Government subsidy—direct and _in- 
direct—during an inflationary spiral, permits 
railroad competition to increasingly prosper 
at lesser rates. Such help to competitors is not 
to be minimized. Actual federal government 
expenditures on transportation facilities, in- 
cluding highways, aviation, merchant marine 
and river and harbor navigation aids and 
facilities, have risen from $445,000,000 in 
1941 to an official 1952 estimate of $1,333,- 
000,000. This is a far cry from the user of 
each kind of transportation paying the real 
cost of that form he chooses to use, which is 
the only fair goal to seek. 

6. Improvements and modernization are 
vital to the transportation machine. They can 
only be accomplished with dollars. Today 
they cost more dollars than ever before. Their 
continuity is directly related to the funda- 
mental economic health of the railroad indus- 
try. 

From the standpoint of the Eastern Rail- 
roads, there exist not only these broad basic 
problems of the industry, but, additionally, 
certain special complications including: 

1. Greater density of passenger service. 

2. Commutation passenger service on cer- 
tain lines. 

3. Higher terminal costs—relating to the 
density of cities, seaports and industry. 

4. Higher taxes in the Eastern states. 

5. Higher living costs for employees. 

6. Winter weather expenses not prevailing 
in the South or Southwest. 

7. Seasonal outside maintenance because of 
climate characteristics. 

8. Traffic characteristics of shorter hauls 
than in the South or West. 

In considering the railroad problem in the 
East, these additional items represent a fur- 
ther challenge to transportation leadership. 


dr 


tic 
de 
ac 
te 


pr 
m<¢ 


in 
pr 


to 
er 


th 


tri 


wl 
pe 


ra 
re 


of 
re 


pa 
CO 
in 
of 
ol 


bi 


o> 3 


ur 
th 
sc 
th 


co 
lif 


Michigan Business Revit ws 


We have the choice of letting this industry 
drift farther down the road to socialization, 
pushed by many of the fundamental condi- 
tions I have mentioned, or choosing to outlaw 
defeatism and reassert determination to 
achieve healthy, prosperous, publicly respec- 
ted—and needed—railroads under America’s 
private enterprise profit system. 

The railroads have chosen the latter. Imple- 
mentation requires: 

1. A firm objective to achieve adequate net 
income, which means both more and more im- 
provements and reasonable dividends; 

2. An everlasting prod under operating men 
to effect a dependability of performance great- 
er than we have ever known; 

3. A firm subordination of sentiment, and 
the prejudice of tradition, in relation to un- 
profitable operations—the old defense of ‘‘con- 
tribution to gross” is not enough; 

4. A hard-boiled look at every method 
which has not been improved upon in the 
post-war years; 

5. Taking away restrictions which prevent 
railroad managements from exercising their 
responsibilities; and 

6. It means the successful accomplishment 
of the understanding to which I previously 
referred. 

The Debt Situation 

Some aspects of the railroad situation merit 
particular discussion, and the first I desire to 
consider further is the debt situation. Some 
in the financial fraternity, I ‘fear, are guilty 
of depreciating the importance of and the 
obligations of debt. 

This country’s national debt stands at 264 
billion. Interest payments alone of approxi- 
mately six billion now exceed the total budget 
before the New Deal. Considering the Treas- 
ury’s bank balance, our debt today is higher 
than that following World War II. I am con- 
scientious and conservative enough to feel 
that this peace-time threat to national sol- 
vency is not something to be accepted as a 
continuing and inevitable part of our way of 
life. Yet too many of us seem unconcerned. 

I feel just as strongly about the railroad 
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industry’s debt structure. In spite of the splen- 
did progress which many individual railroads 
have made in debt reduction during the last 
ten years, and particularly during the postwar 
inflationary spiral, we must face the fact that 
the railroad debt structure is dangerously 
high. 

At the end of 1943, Class I line haul rail- 
ways had a total long-term debt, including 
equipment obligations, (in round figures) of 
$10,463,000,000. The ratio of that to gross 
revenue for that year was 115.5 per cent. At 
the end of 1951, after 8 years of good traffic, 
Class I line haul railroads had reduced their 
total long-term debt but 8.2 per cent (to 
$9,600,000,000) giving a ratio of debt to rev- 
enue in 1951 of 92.4 per cent. 

Two aspects of this stand out strongly: 
First, the 1951 long-term debt was 3.4 per 
cent greater than that at the end of 1950 for 
Class I railways as a whole. And secondly, 
nineteen of the more important Class I rail- 
roads, at the end of 1951, had long-term debts 
that exceeded their gross revenue for that 
year. Eight of those railroads, all eastern but 
one, found their total indebtedness on Decem- 
ber 31, 1951 more than 120 per cent of that 
year’s gross revenue. It is significant that 
Class I railroads, with a long-term debt 92.4 
per cent of their gross revenue for 1951, had 
interest payments on this indebtedness of 326 
million dollars, which compares with dividend 
payments of but $328 million. Is any addi- 
tional empliasis necessary to point up the need 
for basic improvements in the industry in the 
matter of debt reduction? 


The Passenger Deficit 


The passenger deficit is a major problem of 
the Eastern Railroads. Last year’s 681 million 
dollar deficit was to a substantial degree in 
the East. Some realities must be faced pretty 
frankly. 

With but few special exceptions, the private 
automobile has permanently killed branch 
line passenger volume. In doing so, it has left 
difficult mail and express complications. Main 
line passenger volume not only feels the com- 





petitive impact of the private automobile on 
the shorter hauls, but also of the airplane for 
longer distances. 

As a generalization, passenger service must 
produce enough to cover out-of-pocket ex- 
penses, and also to contribute substantially to 
those other expenses—fixed and not fixed— 
which would otherwise be borne solely by 
freight. Passenger service is definitely a mar- 
ginal enterprise until it contributes to net 
income. I recognize no moral obligations, nor 
manifestations of pride or habit, requiring a 
railroad under conditions of 1952 to per- 
petuate unprofitable service, let alone that 
which is operating at a loss. 

It is apparent that commutation and sub- 
urban service must be ruthlessly reviewed if 
the experience of the Long Island Railroad is 
not to be duplicated. Poorly patronized trains 
must come off and rates must be increased 
unless, through tax relief or some other pub- 
lic alternative for the underwriting of loss, 
this specialized problem is compromised. No 
other portion of railroad service has been 
harder hit by inflation. 

It is apparent that further investment of 
money by any railroad for new passenger 
equipment—with coaches at $100,000 to 
$125,000; and sleepers and diners at $150,000 
to $200,000—must have the most penetrating 
scrutiny. 


Problems of Freight Service 


Freight service is the backbone of railroad 
revenue, and certainly has been almost entire- 
ly the source of railroad net income. It offers 
a most particular challenge at the present 
time. Shippers are criticizing (1) the lack of 
adequate car supply, (2) the condition of 
cars, (3) dependability of service, (4) transit 
time, (5) complications of truck delivery of 
carload freight to off-track destinations, and 
(6) the complexity of rates, particularly the 
out-of-focus position of rates for many of the 
higher rated commodities. 

If railroad people have any faith in the 
future of the industry at all, they must pro- 
vide enough cars, of reasonable quality, to 
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meet peak loading requirements. They cannot 
expect some other form of transportation to 
take care of peak requirements without the 
knowledge that the same form of transporta- 
tion will be sharing the traffic during the 
valleys of business activity. The quantity of 
cars is inadequate today to handle those 
peaks. 

The condition of freight cars, as a generali- 
zation, has not completely recovered from 
World War II deterioration. Railroad figures 
on “bad order” cars are not a complete index 
of car condition because a car that is suitable 
for merchandise or rough freight may be en- 
tirely unacceptable for flour, sugar, grain, 
cement, and many other high-class commodi- 
ties. The railroads have a continuing fight to 
improve car supply. 

Dependability of service is a vulnerable 
weak spot and needs the greatest of emphasis 
from operating personnel. The time has passed 
when we can excuse car delays through term- 
inal mishandlings, excessive time to make run- 
ning repairs, misplaced billing, etc. 

Looking to the future, it seems to me that 
some form of carload delivery to off-track 
destinations is desirable and perhaps inev- 
itable. Its accomplishment will be the devel- 
opment of an effective competitive weapon 
against the truck, our major form of intercity 
competition. 

The Eastern Railroads have certain high 
cost problems relating to their geographical 
characteristics, their density of cities, their 
shorter than average haul and their frequent 
terminals. This means that the Eastern Rail- 
roads have, and will continue to have indefi- 
nitely, a major challenge in the direction of 
achieving peak productivity. 


Efficiency and Wages 


We can look back with pride to the fact 
that in 30 years, traffic units handled per em- 
ployee have increased from 92 to 1951’s rec- 
ord of 240. But it is not enough. In the early 
’20s, average annual wage for employees was 
just over $1,600. In 1951 it was $4,134 and, 
through the process of escalation, 1952 was 
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much higher. On the Lackawanna, average 
straight time hourly pay in January 1951 was 
$1.65. In October 1952 it became $1.89. This 
is $1.14 more than the 1939 average straight 
time hourly rate of 75 cents. This compares 
with that gained in the same period by the 
average factory worker of $1.01; the average 
steel company employee of $1.17; the average 
automobile company employee of $1.05; and 
the average textile employee of $1.06. 

The general public has a broad conception 
of what dieselization has done for this indus- 
try. The trend toward this new motive power 
will continue until the industry is substan- 
tially so equipped. Much remains to be done 
toward further mechanization of maintenance 
of way and freight handling work. New de- 
vices are coming out yearly. One hopes that 
the industry will take advantage of every- 
thing that offers promise. 

One of the great challenges, not yet close to 
successful solution, is the matter of standardi- 
zation and simplification of freight car equip- 
ment. Tremendous sums are spent each year 
for new freight cars. Does it make sense that 
a modern box car of riveted construction has 
8,089 individual parts? It doesn’t to many 
railroad men. Car design people must develop 
cars which can be built more cheaply and will 
go a minimum of 15 years without major 
repairs. 

Gloom and Challenge 

There is no justification for gloom in the 
Eastern Railroad picture, if we face facts and 
dig in. One particular aggravation is the as- 
sumption that so many seem to have—that 
there is an unchangeable industrial migration 
to the South and the West, and the Eastern 
railroads must shrink accordingly. This coun- 
try’s population just passed 158,000,000 and, 
unless I am completely unobservant, it is still 
growing. Of course there is plant develop- 
ment in other parts of the country. But has 
the East lost all of those natural characteris- 
tics, improved by three and one-half centuries 
of man-made developments, which have made 
it the industrial heart of the world? 

Coupled with adequate service, reasonable 
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rates and superior sales effort, continued busi- 
ness development is limited by just two 
things—determination and ingenuity. 

There is a further challenge—one of long- 
range importance to other than the larger 
Eastern trunk lines. A strong, healthy railroad 
transportation system demands the integration 
of smaller lines into carefully thought out, 
larger combinations—combinations _ bringing 
their integrated parts economic strength in 
times of business recession; combinations 
offering greater competitive strength and the 
obvious economies of larger organizations in 
times of business prosperity. 

In the 1920s there was great interest in con- 
solidation of railroads. The beneficial princi- 
ples, provided the combinations are logical in 
concept and not unwieldy in administration, 
offer even greater promise today, and thus 
constitute, to managements having broad 
vision and unselfish determination to improve 
the strength of the investments of their stock- 
holders, a compelling challenge. It is one in 
which investors and owners have a tremendous 
long-range interest. 


Proposed Changes in Regulation 


Many of the things I have discussed relate 
to problems and opportunities not uniformly 
applicable to every road; but there is one 
matter of major importance to all railroads 
and all business. I refer to the strangulation 
of competitive opportunity and management 
initiative resulting from the mass of regula- 
tions under which the railroads operate. 

The railroad industry does not want sym- 
pathy, nor does it desire to destroy other 
forms of transportation, nor does it want sub- 
sidies. It does want the opportunity to com- 
pete fairly on the basis of competitive equality 
for that part of the transportation business 
of the country on which the railroads are par- 
ticularly adapted to do a superior job. To- 
day’s highly competitive freight and passen- 
ger traffic should have free opportunity to 
find the least expensive and the most efficient 
carrier, which necessarily means that each 
type of transportation would provide that 
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service for which it is best suited by its nat- 
ural characteristics. 

The railroads propose that the 1953 Con- 
gress, in the long-term interest of a healthy 
America, served well by competing forms of 
transportation, should consider the following 
specific legislative steps: 

1. Strengthen the Transportation Act to 
establish the unequivocal policy and, to the 
extent necessary, require regulation of all 
forms of transportation on the basis of reason- 
able equality of opportunity, with the users 
of any kind being required to pay the full and 
real cost of such transportation, including that 
of direct or indirect governmental assistance. 

2. Amend the Interstate Commerce Act to 
remove from the ICC any responsibility for 
interest in the traffic volume effect of rate 
changes. 

3. Amend the Interstate Commerce Act to 
shorten the time lag now delaying railroad 
rate changes so seriously. 

4. Amend the Interstate Commerce Act to 
remove the long and short haul restrictions in 
the 4th Section. 

5. Amend the Interstate Commerce Act to 
permit passenger train discontinuance cases 
to be carried beyond the State Commissions 
to the Interstate Commerce Commission for 
final review. 


Rates and Real Costs 


As to users of transportation being charged 
rates which reflect the real cost of the trans- 
portation, we do not believe that competitive 
forms of transportation can be expected to go 
back and pay their fair proportion of highway, 
airport, and harbor improvements provided 
in the past. Many of these improvements were 
established for good and justifiable reasons. 
We do believe, however, that the users of any 
form of transportation should be required to 
pay the real cost of that transportation today. 

By “real cost” we mean all the expenses 
properly chargeable to operation, all of the 
expenses properly chargeable to maintenance 
of old facilities and to the building of new 
ones, and, additionally, such tax burdens as 
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are proper for the community good. We do 
not seek to drive our competition out of busi- 
ness. We seek no advantage to ourselves. We 
only ask that they pay their fair share, no 
more—no less, of real costs. 

If that can be brought about, the railroads 
will have no competitive fears for the future 
because it will then be clearly up to us either 
to function at a profit competitively, or go 
the way of any business which has been super- 
seded by improvements more nearly meeting 
the needs of our people and their economy. 

Concerning rate-making: we hope that leg- 
islation will put more of the control of rail- 
road rate-making in the hands of the rail- 
roads, and when I say control I necessarily 
imply responsibility. If the present manage- 
ments do not know how to price their product 
in order to achieve a proper balance between 
the interests of customers, employees, and 
stockholders, then I am sure that in due 
course new managements will appear that can 
make such decisions successfully and properly. 

We see no justification for the Interstate 
Commerce Commission having the right to 
superimpose its judgment upon that of man- 
agement, particularly when prohibitions and 
limitations are based on the theory that there 
will be a diversion of business to some other 
form of transportation. Management should 
take up the challenge, and do its own worry- 
ing about its customers. I do not imply that 
the Interstate Commerce Commission is capri- 
cious in this regard. I do say that the Commis- 
sion is today restricted by the very nature of 
its enabling legislation and administrative pro- 
cedures based thereon. I urge that the law be 
changed to eliminate its responsibility for con- 
sidering the effect of proposed rates upon the 
future volume of traffic and requiring it to be 
responsible for approving rates sufficiently 
high for the railroads in self-preservation to 
attract adequate equity capital. 


The Time Lag in Rate 
Adjustments 


About time lag in rate adjustments: the 
railroads are often faced with sudden and 
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sharp increases in wage and material costs. 
Since the beginning of World War II, costs 
have gone up approximately 131 per cent for 
wages and 139 per cent for materials. Ton 
mile freight revenue has increased about 45 
per cent. The reason that the railroads have 
been able to exist in spite of this disparity is 
that there has been a good level of business 
and they have taken advantage of every pos- 
sible mechanization in roadway maintenance, 
freight handling, and, additionally, have ab- 
sorbed the economy of dieselization. But let 
it likewise be emphasized, as I have previously 
pointed out, in doing this the carriers have 
steadily weakened their cushion for the prob- 
lem days of a lower level of business. 

Since World War II, it is estimated that 
the railroads have lost more than one billion 
dollars solely from the lag between wage in- 
creases and revenue increases. When a wage 
decision is arrived at after negotiations, or 
perhaps by governmental interference, those 
wage increases go into effect at once, and 
sometimes are even retroactive. Then, to go 
18 months as the railroads did in the last gen- 
eral freight rate case, and 350 days on the 
average in the last four cases, only to receive 
less than railroad managements felt was 
necessary, is, to say the least, frustrating. 

It is proposed, in substance, that legislation 
eliminate unreasonable delays by the Inter- 
state Commerce Commission on requests for 
rate adjustments—be they upward or down- 
ward—and it is emphasized that such legis- 
lation must properly in the public interest not 
prejudice the right of the Interstate Commerce 
Commission to review and, if necessary, modi- 
fy at a later date. 


The Long and Short Haul 
Restrictions 


The fourth specific proposal would elim- 
inate the present provision in the Interstate 
Commerce Act, which prohibits charging less 
for a long haul than may be charged for an 
intermediate haul. On its face, this would 
seem to be a reasonable prohibition, yet com- 
petitively it is hamstringing the railroad in- 
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dustry seriously. Such a prohibition does not 
apply to the trucking industry, nor to the 
waterways nor the airlines, with the result 
that the rate structure is, in effect, an um- 
brella over some of the railroads’ most inten- 
sive competition. We feel certain that the eco- 
nomic forces of competition, unrestrained in 
this regard, will clearly meet the necessities 
of public interest in avoiding discrimination. 

Lastly, concerning the abandonment of un- 
profitable passenger service: In general, this 
is a problem which the railroads have with 
the State Commissions. The railroad industry 
has been under severe criticism, particularly 
from its heavy freight shippers, because of the 
huge passenger operating losses being sus- 
tained. Yet when a State Commission is peti- 
tioned for the abandonment of unprofitable 
passenger train service, clearly representing 
financial loss, all to often local political inter- 
ests, manifestations of community pride, the 
desire of many people to have available rail- 
road service to use even if they do not regu- 
larly use it—together tend to result in the 
defeat of railroad attempts to place their 
economic house in order. 

The roads need legislation which will per- 
mit appeal to the Interstate Commerce Com- 
mission from adverse decisions of State Com- 
missions where continuing financial loss from 
passenger train operation is clearly indicated. 

I believe that these five items, which are 
among the more important of the legislative 
changes which are essential, relate directly to 
the railroad industry’s doing a better job. 
Competitive equality means an improved op- 
portunity for better results. Better results 
lead to better service, better equipment and 
lower rates to the public. 

The recent chaos in transportation regula- 
tion, and its very real threat of socialization, 
stands as a challenge to the statesmanship of 
American business. Responsibility for action 
rests upon business leadership—the same 
business leadership that today has the over- 
riding challenge of standing up, being heard, 
and acting on the economic salvation of this 
country. 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Bank debits 
in January reflected the continued strength in Michigan’s basic business situation. 
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figures that are not very helpful to management; but this situation 


In many small businesses, the accounting system produces 
can be remedied by introducing functional accounts. 


Making Accounting Count 
in the Small Business 





OO many small businesses are satisfied if 

their accounting systems merely manage to 
service customer, creditor, and payroll needs, 
and “get by” for income tax purposes. These 
routine services must be taken care of, but 
there is much more that even a small business 
should get out of its accounting. 

It is a commonplace to say that accounting 
should help management. This can mean much 
more than to just “help” management in the 
routine matters listed above. It can mean that 
his accounting should help the businessman 
in the making of decisions. Some of these de- 
cisions will be of great importance; many will 
be less fundamental, but the total effect of 
many specific decisions, great and small, will 
determine the success or failure of the business. 

Many decisions in business are primarily 
matters of law, salesmanship, or the psychol- 
ogy of public or industrial relations. However, 
there will be very few such problems in which 
the properly planned accounting system does 
not supply at least background data which 
should be available in making the decision. In 
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many other cases the data produced by a 
really good accounting system may actually 
determine the businessman’s decision. 


Some Figures Are Useless or 
Even Misleading 


Unfortunately the accounting systems of 
many small businesses have been set up with- 
out a realistic inquiry as to the kinds of in- 
formation which might be really useful in 
making decisions. They include too often only 
the old object of expenditure classifications 
(taxes, insurance, wages, supplies, etc.) found 
in the textbooks of fifty years ago. These cate- 
gories, as a matter of fact, measure nothing 
really worth measuring. What businessman 
ever made a decision because of the fact that 
his total taxes (real estate, franchise, sales, 
and income tax) amounted to this or that 
amount? Who ever did anything about the 
fact that the total insurance (fire, theft, pub- 
lic liability, employee compensation, and boil- 
er explosion insurance) figured out to a cer- 
tain amount? Of what use is it to know that 
the total supplies consumed (store, office, fuel, 
and delivery) comes up to an amount of x 
dollars? Yet these are the kinds of data which 
a great many accounting systems have been 
gathering year after year. 

While the total of taxes is usually not sig- 
nificant, the amount of each kind of tax taken 
separately may be very important. For in- 
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stance, if real estate taxes are too high, it may 
indicate the advisability of a move to cheaper 
quarters; too high a franchise tax on some 
part of the business activity may raise the 
question as to the wisdom of continuing that 
activity. 

A reasonable total of insurance may obscure 
the fact that some of the insurance is unneces- 
sarily high and that not enough protection is 
carried against some other risk. 

If the total of all supplies used is just a 
little higher than seems right, a breakdown of 
the total might bring to light a very economi- 
cal use of store and office supplies more than 
counterbalanced by extravagant use of fuel 
and delivery supplies. There are altogether too 
many simi!.r instances in which the desire for 
a simple set of accounts has gone too far and 
“simplified” the real meaning out of the ac- 
counts altogether. 


What Kinds of Figures Are 
Really Useful? 


Instead of these sterile factual totals, why 
not give the businessman his facts in pack- 
ages which mean something to him in his de- 
cision-making processes? If, as we have argued 
above, he never makes a decision about the 
totals of taxes, insurance, wages or supplies 
as such, we may legitimately raise the ques- 
tion, What kinds of totals or summarized fig- 
ures are significant in accounting to the busi- 
nessman? This is a very important question 
in the whole process of thinking through the 
problem of the usefulness of accounts in 
business. 

Careful study and close observation will 
develop the fact that the great majority of 
the businessman’s decisions have to do with 
such units as purchasing, office service, heat- 
ing, store management, advertising, delivery, 
and so forth. These are the functional cate- 
gories. These are the divisions of the total 
business management problem which become 
departments as soon as the business grows be- 
yond its swaddling clothes. As departments 
these functions become the responsibilities of 
the department heads, and the accounting 
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must be set to measure the discharge of these 
responsibilities. If we go one step further and 
begin to visualize the setting up of a budget 
for the business, it becomes even more obvious 
that the budget categories and accounting 
categories should actually measure the func- 
tions as set up in departments if management 
is to have any real control over the business. 


The Functional Basis 
of Accounts 


The secret of the whole process, of course, 
is that even the small business can set up its 
accounts on the functional basis as suggested. 
The accounts in this form will give the man- 
agement more useful information even while 
the business is small, and will provide a much 
smoother transition to larger business status 
as the concern grows large enough to organize 
actual departments to perform the specialized 
functions. 

Visualize the position in which we find 
owner-manager Jones of a prosperous grocery 
store whose expense accounts are on a strictly 
“object of expenditure” basis. One problem 
before him is to decide whether to give up his 
own delivery system and sign a contract with 
the Merchants’ Parcel Delivery Corporation 
which is willing to take over his entire de- 
livery operation on a service fee basis of fif- 
teen cents per delivery. Jones has two trucks 
and drivers at this work. His expense accounts 
include the wages of the delivery men in a 
wages expense account with all other wages; 
the gas and oil for the trucks are in the sup- 
plies expense account together with office and 
store supplies; insurance on the trucks is 
mixed with building and employee liability in- 
surance; property tax and license fees on the 
trucks are in a general taxes and licenses ac- 
count; depreciation on trucks is mixed with 
store and office equipment depreciation; and 
truck repairs are in an account called main- 
tenance and repairs expense for the whole 
business. In short, the accounts do not show 
anywhere the total cost of the delivery func- 
tion, and that is just what he must know in 
order to decide whether to sign up with Mer- 
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chants’ Delivery or to continue his own de- 
livery system. 

Of course, in many instances, grocery store 
accounts may include an account for delivery 
expense in the expense classification. Though 
such an account is a recognition of the func- 
tional concept, it may be very dangerous when 
mixed with other non-functional accounts. 
Does Jones’ delivery expense account in fact 
measure his delivery costs? Does it include all 
of his delivery costs, or are parts of delivery 
costs (such as licenses, taxes, and insurance) 
still mixed with other licenses, taxes, and in- 
surance in the object of expenditure accounts? 
If this is true, Jones may think he has the 
figures he needs, which may be more danger- 
ous than if he had no applicable figures at all. 

Jones may also have to decide some day 
whether to put all of his advertising worries 
in the hands of an advertising agency. If 
Jones has had an advertising expense account 
on his books in the past, the query must be 
raised as to whether it truly measures the 
whole cost of the advertising function. In 
many cases it would include only the amounts 
paid for advertising space, omitting postage 
and other costs of direct mail publicity which 
got into the supplies expense account of post- 
age expense account; it might omit very con- 
siderable portions of the store manager’s time 
which he spent in making up display ads; 
and so forth. 

If Jones hired a new office manager a year 
ago, does he know whether the office is being 
run more economically, or are a lot of office 
costs mixed here and there throughout the sys- 
tem of supplies, repairs, wages, telephone, de- 
preciation, and insurance costs? 

If Jones has two or three boys in his base- 
ment stock room, does he know the cost of 
the stock control function, or are these costs 
also mixed throughout the object of expendi- 
ture accounts? 


Functional Accounts in a Small 
Manufacturing Business 


Getting away from the small trading busi- 
ness, let us look at a few problems that might 
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face a small manufacturing business and see 
whether the same type of functional account 
analysis is useful. 

The Smith Maiiufacturing Company’s pow- 
er plant is worn out and Smith is debating 
whether to replace it or whether to buy his 
electricity hereafter from the local public util- 
ity. The utility offers him a contract on a 
kilowatt hour basis which looks higher than 
his power costs have been while using his own 
power plant. But does Smith really know what 
his own power cost was? Does he have an ac- 
count which correctly accumulates his cost for 
this function, or are parts of his true power 
costs scattered in his insurance expense, wages 
expense, taxes expense, water expense, depre- 
ciation expense and such other mixed expense 
accounts? 

Smith might say that he could sit down and 
recast his past accounting figures on a piece 
of scrap paper and thus get something to com- 
pare to the utility’s proposal. Such an attempt 
at retroactive calculation is likely to be ex- 
tremely incomplete and inaccurate, and there- 
fore very dangerous to rely on. The writer 
does not wish to argue either one way or an- 
other on the problem of owned power plans 
versus purchased power, but it should cer- 
tainly be clear from the illustration that Mr. 
Smith really needs reliable figures in coming 
to his decision, whatever it may be. 


The Importance of Cost 
Analysis 


If we get right down to the manufacturing 
process itself, we must recognize it as the 
manufacturing function. We must recognize 
further that it is broken down into several or 
many sub-functions, such as casting, machin- 
ing, assembly, and so forth. If the accounting 
system is to be really useful, it must measure 
the cost of each one of these sub-functions of 
manufacturing. This becomes more obviously 
necessary, and it is in fact, easier when the 
business grows to sufficient size so that each 
of these sub-functions of manufacturing can 
be organized as a separate department with a 
responsible head. 
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The whole problem of keeping the manu- 
facturing activity efficient becomes a matter 
of controlling the costs of these functional de- 
partments. This means that the accounts must 
give as true a picture as possible of: (a) the 
costs incurred by each department and (b) 
the performance of each department in terms 
of its actual production. This means, further, 
that all the expense items such as indirect 
labor, supplies, insurance, utility services, and 
so ferth must be broken down by functional 
departments in the manufacturing business 
just as we found it necessary to charge them 
to the functions in the grocery business. If 
indirect labor or supplies were simply ac- 
counted for as objects of expenditure on a 
business-wide basis, no one could be held re- 
sponsible for their use and management would 
simply lose control of these items. 

In the case of some other items the respon- 
sibility of the departmental heads is not so 
definite and the general management must 
handle this situation carefully. For instance, 
a department head should be held responsible 
for repairs to the department’s own equip- 
ment. On the other hand a share of building 
repair cost prorated to the department as part 
of its total cost is not part of the department 
manager’s responsibility. 

In addition to serving the purpose of cost 
control, the careful analysis of costs by func- 
tional departments is necessary as a step in 
proper product costing. Various products or 
jobs may benefit in quite different proportions 
from the services of the several departments 
through which they flow. If we do not have a 
pretty accurate idea of each department’s to- 
tal cost, it will not be possible to build up the 
correct cost for each product or job. Lacking 
a knowledge of true costs, a firm may con- 
tinue year after year to manufacture a product 
or take on a series of jobs at a price which 
causes a net loss. Conversely, if the manage- 
ment thinks its costs are higher than they 
really are on certain products, it may “price 
itself out of the market” by trying to sell at 
too high a price in attempting to cover the 
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supposed cost. Such difficulties in many in- 
stances go right back to a failure to use a 
proper functional basis in the accounting 
system. 


Needs Are Similar in Other 
Lines of Business 


While we have illustrated the problem of 
functional versus object of expenditure ac- 
counts against the background of a grocery 
business and a manufacturing business, the 
same principles exactly are in force whether 
the business, small or large, is trading, manu- 
facturing, banking, bus line, dental clinic, or 
anything else. In every case the accounting 
systems man should spend a lot of time with 
the managers in the important first phase of 
investigation to find out what the pattern of 
the business really is, what the problems are 
likely to be, and what information the ac- 
counts can possibly produce which will bear 
on these problems in a useful way. 

It is by no means an easy task, and there is 
of course the danger of overdoing a good thing 
and of getting a top-heavy, too detailed analy- 
sis. There is no question, however, that the 
principle of functional analysis in the expense 
accounts is basic in making the accounts use- 
ful to management. If the business man knows 
what he wants, he can do a great deal by talk- 
ing his needs over with his own bookkeeper. 
Between them, they should be able to put the 
fundamental recommendations of this article 
into effect. If, in more difficult situations, the 
help of professional accountants is to be called 
in, the business management will be in a much 
better position if it knows what to ask for. 

It is the writer’s hope that the suggestions 
of this article will enable the business man 
reader to get more out of his accounting sys- 
tem than before. This may be either by en- 
couraging him to insist on a thorough reorga- 
nization of his accounts or merely by means 
of a better understanding of the potential aid 
that is already there. In any case the key to 
clearer thinking is that management decisions 
involve functions rather than things. 
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Productivity, free enterprise, competition, and inventiveness, if not 
hindered will continue to increase the nation’s strength. 


A Balance Sheet of 
America’s Strength 





S A MEMBER of the Economic Club I 
have enjoyed its hospitality over the 
years and have heard and profited from the 
thoughts of many distinguished speakers who 
have addressed this group. I know the privi- 
lege it is to speak here. 

Not as an expert, but as an observer, I 
should like to discuss with you some of the 
things that I believe are on people’s minds 
these days—things that concern businessmen, 
because they affect the future of our country 
and the lives of every one of us. 

And as a preface, let me say that if you 
think in terms of a sort of balance sheet of 
our nation’s strengths and weaknesses, you 
will find heartening evidence that we still 
possess all the ingredients to make a future 
just as dynamic as the best in our past. 

One of our most precious assets, it seems 
to me, is the fact that the real strength of 
our nation is not so much its material re- 
sources as it is the vitality, the integrity, the 
industry and the good common sense of our 
people. Never before last November fourth 
did our people look more critically at a super- 
ficially prosperous ‘‘today” and vote so over- 
whelmingly for a more solidly based “to- 
morrow.” 

Great Need for Strong and 
Effective Leadership 


Efforts to foresee what lies ahead of us are 
being made on all sides. That is an interesting 
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exercise. I believe, however, that the nation’s 
attitude toward the responsibilities and prob- 
lems we face together was aptly summed up 
by President Eisenhower in his inaugural ad- 
dress last Tuesday when he said: 

“Recognizing economic health as an indis- 
pensable basis of military strength and the 
free world’s peace, we shall strive to foster 
everywhere, and to practice ourselves, policies 
that encourage productivity and profitable 
trade.” 

‘President Eisenhower has recognized the 
need for strong and effective leadership for 
the days ahead, in the care and promptness 
with which he has chosen a cabinet of men 
well qualified by experience to help him. 

With this kind of team and with a new 
dedication of the American people to our 
country’s best ideals, there is a challenging 
opportunity to set an example of united effort 
that could well lead to a more peaceful world. 


Most Pressing Problems Linked 
With Concern for Defense 


The most pressing problems today naturally 
are linked with our concern for our national 
defense. As a nation we seek an end to the 
Korean War and to the vast defense effort 
that has been imposed upon us by the cold 
war. However, it seems clear that we shall 
have to maintain a large defense set-up for an 
indefinite time. Ultimate victory demands a 
solvent economy and strong allies. 

It is costing our people a great deal for 
world-wide defense. The gravest cost, of 
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course, is more than 127,000 casualties that 
our own forces already have suffered in Korea. 
On top of that dreadful toll, our defense ex- 
penditures currently are running at the annual 
rate of more than 50 billion dollars. That is 
about 16 per cent of our total gross national 
product—all of the goods and services pro- 
duced in our country. 


Hope Defense Burden Will Not 
Always Be Necessary 


While our demonstrated ability to carry 
this heavy burden of defense and at the same 
time maintain a high level of civilian produc- 
tion emphasizes the strength of our produc- 
tive enterprise, it is not a condition that we 
should embrace as a necessary one for all 
time. 

The record of our productive achievements 
is an impressive one. Our gross national pro- 
duct in 1949—the year before Korea—was 
258 billion dollars. As 1952 came to an end 
we were producing at an annual rate of 340- 
odd billion dollars. To get a better perspective 
of this record, consider that only 13 years ago 
our national gross product amounted to just 
91 billion dollars. 

Just how well our country’s material needs 
have been met by our productive machine was 
indicated in the report issued last summer by 
the President’s Materials Policy Commission. 
It showed that we are producing and consum- 
ing at a terrific rate. Some of the figures, as 
you know, are staggering. 


Our Productive Might Is Result 
of Free Enterprise 


What makes this productive might possible 
is the significant thing—not the quantities of 
guns and tanks and planes that it turns out. 
I believe it happened, for one thing, because 
we have more than four million individual 
business firms in America, competing in a tra- 
ditionally free market for what you and I 
need or want to make our lives better for 
ourselves and our children. 

It happened, for another thing, because in 
the seven years from 1946 through 1952, 


WAMARCH, 1953 


American industry, excluding agriculture, 
spent a record total of more than 150 billion 
dollars on new plants and equipment, so that 
today American manufacturing companies 
have added around 50 per cent more produc- 
tive capacity than we had in 1945. 

It happened because we had the incentives 
inherent in our competitive enterprise system 
to do a better job, to keep on increasing the 
productivity of our farms and factories. 


We Have Made Most of New 
Processes, New Ideas 


But most of all it happened because our 
country has the kind of people in it who can 
make the most of new processes, new ideas 
and new opportunities. They understand the 
importance of these incentives and believe 
profoundly in our better way of getting things 
done. 

Such assets as these have enabled our na- 
tion for the third time in little more than a 
single generation to shoulder the burden of 
world leadership and supply against an im- 
perialistic foe. 

Since the end of World War II we have 
provided countries abroad a net assistance of 
more than 36 billion dollars in the hope that 
this aid would make them self-supporting and 
self-reliant. However, such astute observers 
of international affairs as our own Joe Dodge 
caution that continued aid of this kind can 
be self-defeating, can create dependency 
among the receivers, and presents the danger 
of weakening ourselves without providing 
permanent help to our aliies. 

Even the wealth of America cannot indefi- 
nitely support the economic and military 
structures of our allies without eventually 
weakening our own. This situation is directly 
related to foreign trade. 

Our foreign aid, though measured in dollars, 
has been delivered in the form of goods, paid 
for with dollars provided by our taxes. The 
result is a widening gap in the balance of 
trade, with its related problem of dollar short- 
age abroad. Allies that would prefer to meet 
their balance-of-payment problems by selling 
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us goods instead of receiving our aid are, to 
some extent at least, frustrated by the inter- 
national complexity of restrictive tariffs, ex- 
port quotas, blocked currencies and in many 
cases by their own self-imposed inflationary 
fiscal policies. 

Foreign aid goods shipped abroad, coupled 
with our own prodigious consumption, put a 
heavy drain on our shrinking stock of raw 
materials. Today we are a “have-not’’ nation 
in many critical areas of raw materials. Our 
people use up more than two and a half billion 
tons of materials each year. We now look to 
imports for some part of our supply of such 
vital items as copper, aluminum, nickel, nat- 
ural rubber and tin. 

If the free world, in a sense of common 
destiny, is determined to preserve its freedom, 
a profound change is called for in the ap- 
proach to international trade problems. 


Economic Strength Can Be 
Powerful Weapon for Peace 


To assure ourselves a continuing supply of 
raw materials, it is important that we foster 
a realistic international trade among friendly 
nations. A healthy two-way flow of trade is 
essential to our own welfare and to that of 
all countries allied with us against the inroads 
of Communism. 

It apparently falls to the United States to 
take the lead in seeking removal of obstruc- 
tions to international commerce that are not 
absolutely essential to our national defense; 
obstructions that stifle economic development 
and abet economic conditions abroad upon 
which Communism breeds and thrives. 

Through a freer flow of exports and imports 
we can realize a substantial growth of total 
free world commerce. More important, it 
should result in higher living standards 
abroad, and this would mean better markets 
for American products. Development of an 
economically stronger free world could well 
be the most powerful weapon for peace. It 
would undermine the Communist cold-war 
strategy which counts on the capitalism of the 
free world collapsing in an economic tailspin. 
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Competition Is Ceaseless Spur 
To Increased Productivity 


It is gratifying to see Detroit, through its 
Board of Commerce, advocating a far-sighted, 
beneficial foreign trade program. None of us 
courts uncontrolled importation of goods that 
would destroy American industries. But to 
what extent do our industries generally re- 
quire artificial supports? Our businesses have 
grown strong, not because of protection, but 
because of competition and its ceaseless spur 
to increased productivity. 

Because of the superiority of their equip- 
ment, Americans have little to fear from the 
best efforts of foreign labor. As stated by the 
Detroit Board of Commerce: ‘Productivity as 
well as wages determines the value of labor. 
Employees of Detroit and Michigan indus- 
tries, as a result of heavy investment in equip- 
ment, tools and machinery, and improved 
techniques of production, are competitive with 
other labor groups throughout the world.” 


Modern Machines and Tools 
Being Improved Constantly 


It is because of the rise in productivity that 
the real earnings of all our people have gone 
up over the years. Today’s worker, using 
modern machines and tools produces about 20 
times as much as he could turn out if he 
depended upon his physical strength alone. 
Without machines we can produce no more 
than our grandfathers could. And the reason 
for the American worker’s productivity being 
so much higher than competitive labor abroad 
is largely the excellence of his tools and equip- 
ment. These are being improved all the time. 
American business traditionally has been will- 
ing to scrap its tools as soon as better ma- 
chines come along. It does not wait for 
machines and processes to wear out before 
displacing them. 

All our people have benefited as a result of 
this American industrial characteristic. We 
have seen it transform Detroit into the auto- 
mobile capital of the world. The early pio- 
neers in the automobile business adopted the 
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automobile from Europe where it was born. 
In the space of 60 years this young American 
industry developed productivity to such a 
degree that it built well over one hundred 
million cars and trucks. It has developed a 
wholly new civilization and put it on wheels. 

As a result of this enterprise, more than 
half a million businesses, of many kinds never 
known before, were brought into existence. 
Employment was provided for about nine 
million people, or about one in every seven 
persons employed in this country. 


Automatic Processes Create 
Demand for New Skills 


It is because of the auto industry’s contin- 
ual improvement in productivity, its unend- 
ing effort to engineer cost out of production, 
that today’s cars offer even more value than 
pre-war cars, despite the inflated dollar and 
the disproportionate tax load that has been 
placed on automobiles. This industry has been 
a pioneer in the progress toward large scale 
automatic production lines. Just since the end 
of World War II, for example, our own com- 
pany has installed three new engine produc- 
tion lines which in effect substitute one giant 
machine to do the work of many lesser indi- 
vidual machines. As the development and use 
of such automatic processes increase they will 
create demand for new and higher skills as 
well as make progressively better products 
available. 

Fortunately for America this kind of pro- 
gress is going on in almost every field of 
production. In this still-youthful era of tech- 
nical development, we have seen such astound- 
ing new industries come into being as tele- 
vision and radio, air conditioning and the 
fabulous new synthetic materials, to mention 
only a few. Products of these new industries 
have been brought within the reach of millions 
because we have learned to master machines 
for economical production and to make men 
masters of the machine. 

These things we now enjoy, but we are on 
the threshold of new technological revolu- 
tions. Just remember: jet engines and atomic 
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power are still in their infancy. The world’s 
first commercial coal-hydrogenation chemical 
plant, I learn, has gone into operation, open- 
ing a whole new field of chemical production. 
The new man-made fibers almost daily are 
broadening the horizon for manufacturers of 
industrial textiles. 

In air-conditioning, year-round home cli- 
mate control is available. Air conditioning’s 
benefits in comfort and health and new job 
opportunities will be widely extended in the 
years ahead. Year-round air conditioning has 
grown most rapidly in the last seven years; 
its biggest expansion lies ahead. The house of 
the future may be built around a central air 
conditioning unit which will make possible so 
many construction savings in the house itself 
as to bring air conditioning within reach of 
almost all home builders. 


Improved Techniques Promise 
Startling Advances in Products 

As a result of inventiveness and new tech- 
niques, the automobile of the future will in- 
corporate improvements just as startling as 
those of the past, which we now take so much 
for granted. Our engineers and research men 
tell me that engines will be smaller and more 
rugged and will produce increased and even 
more economic power output. This power will 
be transmitted to the wheels by means of 
automatic devices unlike anything available 
today. 

All these advances are in the traditionally 
American way of progress. First the idea for 
a new product, then its development in labora- 
tory and factory, and then its machines pro- 
duction in high volume so as to reach the 
many instead of the few. 


Expanding Population Requires 
Increase in Productivity 

This way to increased productivity through 
improved machines is the way to meet the 
expanding requirements of a rapidly increas- 
ing national population. Each year it is going 
up by about two and a quarter million per- 
sons, and that’s like adding a state each year 
with the population of Iowa. 
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We have taken today only a glimpse of 
what productivity has meant to our nation in 
the past and what its continued improvement 
can mean for our future. But we know from 
the experience of others what can happen to 
a country when it fails to keep up with the 
productivity parade. The penalty of techno- 
logical obsolescence and industrial short sight- 
edness is a heavy one. 

After the war the British re-equipped many 
of their plants with machines and tools taken 
from Germany under terms of the reparation 
treaty. They were good tools but already they 
were about 10 years behind the times. The 
Germans, forced to start from scratch, have 
equipped their own war-damaged factories 
with the latest type tools. Today Germany, a 
conquered nation of World War II, is once 
more out-producing England. 

Despite the fact that an overwhelming pro- 
portion of all work done in our American 
manufacturing industries is done by applying 
mechanical energy, full productivity is 
achieved only through the co-operative efforts 
of the people who provide the buildings and 
machines, who operate these facilities, and 
who plan and direct the tools and processes 
of production. 

Today as never before we need the best 
efforts of all three groups—workers, owners 
and managers—in a production team that will 
make sure our way of living will thrive. 


Our Country Built on Combined 
Efforts of Many People 

Materially, all that we have is the result of 
our combined efforts to make our work count 
for more and better goods for more people. 
I think that is the real meaning of productiv- 
ity. And by keeping everlastingly and vigor- 
ously at it we can increase and extend its 
mutual benefits. We have every incentive to 
do this job well. 

Our country from the start has been built 
on incentives. Man’s incentive to profit him- 
self and his family underlies our unique enter- 
prise system in America. 

And that profit motive deserves credit for 
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most of the material goods we enjoy today, 
American industry has expanded and _in- 
creased its productivity; tools have constantly 
been improved and replaced; wages have been 
multiplied; more and better products have 
been brought within reach of all—because 
business, over the years, has been able to earn 
a profit and to turn part of it back into the 
business to increase productivity. 

It is this ability to earn a profit that in the 
final analysis pays the financial cost of keep- 
ing our country militarily strong. That cost is 
a paramount obligation for every section of 
our economy to meet. As the size of.this finan- 
cial strain upon our economic system has in- 
creased it has emphasized at the same time 
‘he need to prune every unnecessary item of 
cost from our government overhead. 


Unreasonably High Taxes 
Hinder Productive Machine 


In the last seven years the Federal govern- 
ment has taken three hundred and seven bil- 
lion dollars in taxes; that is fifty-three billion 
dollars more than was collected in all the pre- 
ceding 157 years. Each of us as individuals 
and in our own businesses has felt the weight 
of this tax load. Recently I came across an 
example of what it means in manpower as well 
as dollars for a company to perform its job 
as a tax collector for the government. I re- 
ceived a report on the amount of our own 
company time that is spent in the collection 
and payment of the multitude of taxes that 
are siphoned off the automobile industry, and 
it totaled 160,862 man hours in a single year. 
That is equal to the work of 80 full time em- 
ployees. 

Today when progressive tax rates take up 
to 91 per cent of personal income and as much 
as 82 per cent of the top dollar earned by our 
most successful companies, they can’t fail to 
restrain incentive and opportunity. 

Unreasonably high taxes create a very real 
hurdle in the way of continuing improvement 
of our productive machine. They hinder it to- 
day, right at a time when our nation must 
look to that same productive power to furnish 
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the material for our defense and provide the 
dollars to pay the bill. It does not satisfy this 
situation to point out that, even with the 
brakes on, our nation has been able to out- 
produce all the Communist world combined. 


Working Together We Can 
Keep America Strong 


Despite the obstacles and hindrances that 
have been placed mistakenly in our road in 
the recent past, our American way of getting 
things done has performed almost miracles of 
achievement. 

With men of understanding heading our 
government, business and labor together 
should have a very real opportunity to 
strengthen not only our economic staying 
power but our economic, as well as social 
progress. 

Working together to preserve the freedoms 


and incentives that have made possible our 
productivity advances of the past, we can 
keep our country strong. We have the fac- 
tories and the tools to do this job. More im- 
portant, we have a people endowed with 
common sense and a native ability to work 
for a common purpose. This is our greatest 
sinew. 

Theodore Roosevelt once said: “There is no 
good reason why we should fear the future, 
but there is every good reason why we should 
face it seriously neither hiding from ourselves 
the gravity of the problems before us, nor 
fearing to approach these problems with the 
unbending, unflinching purpose to solve them 
aright.” 

I am sure we shall find the right answers 
to our problems, for the future of our country 
certainly is clearly mirrored in the great deeds 
of its past. 





People—A Promise for the Future 

During every minute of 1952, the United 
States increased its population by five people. 
This added up to over 300 an hour, 7,300 a 
day, 51,000 a week, 223,000 a month, and 
approximately 2,725,000 a year. During the 
time it takes to read this short notice, ten 
people have been added to the 156 million 
we now have; people who are human beings 
like the rest of us with the same needs for 
spiritual help, education, shelter, food, and 
all the other requisites that go with being an 
American. Before today is over, enough 
people will have been added to populate a 
fair size community; by the end of the week 
the addition to our citizenry will equal the 
population of such cities as Lima, Lorain, and 
Hamilton in Ohio; Bay City, Jackson, and 
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Kalamazoo in Michigan; and Lexington in 
Kentucky. Within a month these new Ameri- 
cans, if gathered in one place, will form a 
community as large as Akron or Dayton in 
Ohio; Richmond, Virginia; or Syracuse, New 
York. By the end of 1953, the addition will 
be greater in number than the population of 
any city in the country except New York or 
Chicago; will be 50 per cent bigger than De- 
troit; twice as big as Cleveland; and four 
times the size of Cincinnati. 

Few realize the potentialities in this normal 
growth of our population or the problem it 
presents to all segments to adequately provide 
and serve these new Americans. No factor in 
our economy carries with it such promise for 
the future or such responsibilities for the 
present. 
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HE future of the American economy is a 

matter of interest to all of us. As business- 
men, farmers, wage earners, consumers, par- 
ents, and citizens, our well-being is closely 
dependent on the state of the nation’s busi- 
ness. What does the future hold, in employ- 
ment, profits, incomes, prices, standard of 
living, and national strength? Is the outlook 
pessimistic, or are we justified in viewing the 
future with confidence? To answer these 
questions, let us take a look at the accomplish- 
ments of the American economy and its past 
and current trends; and then undertake to 
project these trends into the future. 


The American System 


The record of the American private enter- 
prise system is impressive. The standard of 
living of the average man in the United States 
today is not only the highest in the history 
of our country, but it is by a considerable 
margin the highest in the world. Half of the 
inhabitants of the earth have a standard of 
living less than one-fifth as high as ours. In 
the United States the per capita consumption 
of wool, tanned leather, and soap is seven 
times as great as the rest of mankind; of 
radios—13 times as great; of coffee—14 times 
as great; and we have 47 times as many au- 
tomobiles per thousand of the population as 
does the rest of mankind. This is a remark- 
able accomplishment and bears striking testi- 
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Long-run projections of the growth of the American economy in population, 
incomes, technology, and productivity. 
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mony to the efficacy of the American private 
enterprise system. 


Elements of Progress 


This extraordinary record of economic pro- 
gress is paralleled by an equally impressive 
record of achievement in important non- 
economic values. These include freedom of 
speech, of the press, of assembly, of religion; 
and democracy and opportunity. 

Indeed, these non-economic values have a 
lot to do with economic progress. National 
wealth is often explained as being due to rich 
natural resources. But many countries have 
fabulous natural resources and still are poor. 
Witness Russia, Brazil, and China. Natural 
resources have to be developed before they 
are useful. Their development is the job of a 
nation’s people. In short, it is the Auman re- 
sources that count, much more than the 
natural resources. Denmark and Switzerland 
are examples of countries that have few natur- 
al resources, but whose peoples have produced 
a high income level. 

The development of human resources de- 
pends on a group of inter-related forces, which 
are subtle and of basic importance. These 
key factors include freedom, democracy, op- 
portunity, education, ambition, industrious- 
ness, belief in the dignity of work, adequate 
incentives, and absence of social stratifica- 
tion. Given these factors, people are energized 
to work, to invent, to improve, to save, to in- 
vest, to be enterprising, and to get ahead. 
These activities are the things that explain 
economic progress. 
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The Long Range Future 
of Our Economy 


A few years back there were some analysts 
who were asserting that ours had become a 
mature economy. Now if by “mature” they 
meant that we were no longer a primitive so- 
ciety, that we were in some sense or other 
grown-up, they would have been right. But 
that is not what they meant. What they really 
meant was that we were approaching senility, 
that our country was about to stop growing, 
that things were going to level out and per- 
haps start on the downgrade. It was a natural 
enough mistake, and flowed from confusing 
the worst depression in our history—that of 
the 1930’s—with a reversal of the long-time 
growth trends of the United States. Those 
analysts were wrong, and subsequent events 
have proved that they were wrong. 

Let’s take a look ahead then at the future 
growth of our country. 

If all goes well (and the meaning of that 
qualification will be discussed later on), here 
are some estimates of the future growth of 
the United States. 


Population Growth 


The rapid growth of the population, caused 
by a large increase in the number of births, 
has confounded many population forecasts 
that were made a few years back. These fore- 
casts suggested a gradually slower increase in 
the population, to a peak of perhaps 160,000,- 
000 in the 1960’s, to be followed by a de- 
crease. The few forecasts that disagreed with 
this view and projected large and continuing 
increases were criticized. 

Actually, births rose from 2,307,000 in 
1933 (the smallest number since satisfactory 
records began in 1910), to 3,881,000 in 1952. 
The birth rate, per thousand of the popula- 
tion, increased from 18.4 in 1933 (probably 
the lowest in the nation’s history) to 24.9 in 
1952. The factors responsible for the reversal 
of earlier trends seem to be: (1) a shift of 
parental sentiment in favor of having some- 
what more children; and (2) higher incomes. 


WHMARCH, 1953 


ney 


If this attitude continues, and if the coun- 
try is prosperous, population growth will con- 
tinue to be substantial. As a basis for esti- 
mates, we may use the figures for recent 
decades. From 1920 to 1930, the population 
rose from 106.5 million to 123.1 million 
(15.6 per cent); from 1930 to 1940 it in- 
creased to 132.0 million (a gain of 7.2 per 
cent); and by 1950 it had jumped to 151.7 
(an increase of 14.9 per cent). The following 
table presents two projections of future 
population growth—one assuming a decennial 
increase of 12 per cent (A), the other, 15 per 
cent (B). 

Population Projections 
(In millions) 





(A) (B) 
Decennial Decennial 
Year Increase Increase 
12 % 15 % 
1900 (Actual) 76.1 76.1 
1950 (Actual) 151.7 151.7 
1960 (Projected) 170 174 
1970 (Projected) 190 200 
1980 (Projected) 213 230 
1990 (Projected) 239 264 
2000 (Projected) 268 304 


Geographic Shifts in Population 

The increase in population will not be uni- 
form all over the country. Migration among 
the states will continue to be an important 
factor. The increases experienced between 
1940 and 1950 provide a significant clue to 
probable future trends. The following table 
shows the states that grew fastest. 

Two of the states—Maryland and Vir- 
ginia—experienced much of their growth in 
the vicinity of Washington, D.C., as the fed- 
eral government expanded. The continuation 
of this trend is uncertain. A third—Florida— 
grew for familiar reasons. In the fourth— 
Michigan—a high rate of industrial develop- 
ment stimulated growth in the metropolitan 
areas. The other eight states form a geo- 
graphical unit-—a great, wide arc extending 
from the Pacific Northwest down the Coast 


29 





and through the Mountain West and the 
Southwest. Climate, scenery, and industrial 
development help to explain this upsurge; and 
they will continue to stimulate the growth of 
that region in the future. 


States Experiencing the Greatest 
Percentage Increases in Population, 
1940 to 1950 


State Percentage Increase 
1 California 53.3 
2 Arizona 50.1 
3 Florida 46.1 
4 Nevada 45.2 
5 Oregon 39.6 
6 Washington 37.0 
7 Maryland 28.6 
8 New Mexico 28.1 
9 Utah 25.2 
10 Virginia 23.9 
11 Michigan 21.2 
12 Texas 20.2 


The Growth of Incomes 


It might be supposed that a substantial 
population growth would have the “Malthu- 
sian” effect of reducing our living standards. 
Not so, however. Our living standards will 
continue to rise, concurrently with a popula- 
tion increase, as the two have risen simultane- 
ously in the past. 

Average per capita real incomes may be 
expected to rise, as output per man-hour in- 
creases. How rapidly will this output increase? 
It has increased at about two per cent per 
year in recent decades. In view of the huge 
amounts now being spent on research, a fu- 
ture annual gain at the same rate—two per 
cent—is conservative. Since the work week 
will also be reduced gradually, and since win- 
ter vacations (in addition to summer ones) 
will slowly become standard practice, the de- 
cennial increase in annual output per worker 
may be taken to be slightly less than two per 
cent compounded annually for ten years, or 
about 20 per cent. Average per capita real 
incomes would then rise 20 per cent per dec- 
ade, provided that the work force remains 
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about the same as a percentage of the total 
population. 

The following table brings together the 
population projections and the per capita in- 
come estimates, and presents two projections 
for the national income—based on the two 
population projections. If the decennial rate 
of increase in output per man-hour should 
turn out to be greater than 20 per cent (as it 
easily may), the figures for per capita income 
and national income would have to be raised 
correspondingly. 


INCOME PROJECTIONS 
(in 1950 dollars) 


NATIONAL 

PER CAPITA INCOME 
YEAR INCOME (IN BILLIONS) 
(A) (B) 
1900 (Actual) $ 630 $ 48 $ 48 
1950 (Actual) 1,575 239 239 
1960 (Projected) 1,890 321 330 
1970 (Projected) 2,268 431 454 
1980 (Projected) 2,722 580 626 
1990 (Projected) 3,266 781 860 
2000 (Projected) 3,919 1,050 1,191 


The Secrets of Progress 


What is the explanation of this projected 
growth, this rise in real income so that the 
average American family will have a real in- 
come in another 50 years two and a half 
times as great as it has at the present time? 
It is a combination of factors—a continuing 
efficacy in our training of our labor force, in- 
creased skill in management, a very consider- 
able increase in the quantity of capital goods 
employed in the production of other goods 
and services, and, perhaps most significant of 
all, a tremendous technological development. 

We are going into a period of the fastest 
technological development which has ever 
been known in the world. Future historians 
may indeed label the period into which we are 
now moving as the Atomic Age. 

It is because our production is going to be 
increased that our consumption is going to be 
enlarged correspondingly. Increased output 
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takes many forms. Even the cows and chick- 
ens seem to cooperate in this progress. The 
average cow is producing 22 per cent more 
milk today than the average cow did 25 years 
ago. And the hens are doing even better. The 
average hen lays 43 per cent more eggs than 
did her predecessor a quarter century ago. 
And recently came news of a new breed of 
hybrid chickens which are virtually guaran- 
teed to lay 20 to 30 per cent more eggs than 
the average hen today. 

Cheap power—dirt cheap power—is on the 
way. It may come from atomic energy, or 
from solar energy, or from something else. 
But it is coming, and it will further revolu- 
tionize American Industry. 

With cheap power will come cheap water 
for the entire great arid West—by processing 
the water of the Pacific and piping it to and 
through the mountains. Cheap water will alter 
radically the pattern of U.S. agriculture. 
Moreover, since industry uses more water 
than does agriculture, the location of indus- 
trial plants will also be affected tremendously. 
Both factors will further stimulate the growth 
of the water-deficient West. 


The Long Run Trend of Prices 


This immense increase in the productive 
capacity of the American economic machine 
means that our capacity will be doubled in 25 
years, and doubled again in the following 25 
years, i.e., quadrupled in 50 years. 

A very real problem is then presented: Can 
a market be found for this truly immense in- 
crease in the quantity of goods and services 
that we can produce? If a market is not found, 
deflation will prevail; and prices will grad- 
ually decline. Proper monetary management 
can go a long way toward preventing deflation 
and unemployment. 

There will be some inflationary forces also 
—government policies to support prices and 
prosperity, and the pressures for wage in- 
creases. 

On balance, it would not seem unreasonable 
to conclude that these forces might offset each 
other, and leave the future trend of com- 
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modity prices just about horizontal, especially 
if this were made the objective of public and 
private policies. (This, of course, is on the 
assumption that we do not get involved in a 
large-scale war.) 


New Commodities 


Our future higher standard of living is go- 
ing to be characterized by the introduction of 
an amazing variety of new commodities. Not 
only will there be a great increase in the total 
stream of goods, but there will be produced 
types of new goods which one can hardly 
imagine. 

The difficulty of suggesting the new com- 
modities that are coming can best be appre- 
ciated if we were to put our minds back to 
the year 1900 and suppose that we were try- 
ing to forecast what new commodities would 
have been introduced by 1950. Who would 
have had imagination enough to anticipate the 
development of automobiles, busses, trucks, 
airplanes, widespread use of telephones, in- 
cluding transcontinental and intercontinental 
telephony, air conditioning, washing machines, 
dishwashing machines, mechanical refrigera- 
tors, vacuum cleaners, pop-up toasters, motion 
pictures with sound and color, radio, tele- 
vision, penicillin, sulfa drugs, streptomycin, 
and atomic energy? And this is by no means 
the end of the list. Indeed, anyone who had 
ventured to predict all of these things surely 
would have been classified in 1900 as an im- 
practical day-dreamer. 

One of the things which we can count on 
with certainty is much better homes. The 
average family in another 50 years (and par- 
tially so during the closer decades ahead) will 
be able to afford to put two or three times as 
much money into a home as today’s average 
family can. And the average family will expect 
to get and will get a home which for attrac- 
tiveness and charm and convenience and for 
all sorts of unexpected pleasant aspects of 
living will pass beyond the imagination of any 
of us today. 

The exa of personal aircraft is coming. The 
contraptions may be helicopters, or some other 
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type of machine; but they will make highway 
travel seem old-fashioned. 

Illnesses will be conquered, health im- 
proved, longevity increased, and mental tran- 
quillity encouraged. 

These suggestions are not very imaginative. 
One would need the vivid imagination of a 
Jules Verne or an H. G. Wells to anticipate 
even a few of the amazing developments of 
the future. 


The National Debt 


Many persons are concerned about the 
national debt, and seem to believe that it 
threatens our progress. This view may not be 
put aside glibly with the traditional argument 
that the domestically-held national debt is 
really no burden because we owe it to our- 
selves. It is something of a burden, because 
the interest payments require $6 billions a 
year, and that means $6 billions of taxes. But 
there is another side to the argument. Most of 
the debt ($220 billions out of $265 billions) 
is held by non-federal entities—individuals, 
banks, insurance companies, other corpora- 
tions, and state and local governments. To 
these holders, the pieces of paper are assets, 
and to them the interest is income. A pro- 
gram of reducing the national debt would in- 
volve two difficulties: (1) higher taxes, in the 
beginning (but lower taxes later on); and (2) 
the need for the holders of the securities to 
find other investments. Both problems would 
be serious if the reduction were rapid; but 
could be handled if it were gradual. 

It is worth remembering that the British 
national debt, at the end of the Napoleonic 
War, was twice as large as the British nation- 
al income; nevertheless Britain experienced 
in the following decades her greatest economic 
expansion. 

The real solution to the national debt prob- 
($265 billions) was substantially less than 
the 1951 national income of $277.6 billions. 

The real solution to the national debt prob- 
lem will be found in the growth of the na- 
tional income. If the debt remains at ap- 
proximately its present amount, it will become 
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smaller, relative to the national income, as 
the latter rises. 


Possible Impediments to Progress 


Great progress is ahead unless something 
happens to interfere with it. What are some of 
the things that might happen in these decades 
ahead to hinder this potential progress under 
the private enterprise system in the United 
States? 

The first of these, of course, is a disastrous 
war, which would throw off these forecasts. 
Will there be such a war? Who knows? War 
would mean destruction and inflation. Their 
extent would depend on the length and sever- 
ity of the struggle. 


The Danger of Creeping 
Collectivism 

Public opinion polls have repeatedly shown 
that the American people are overwhelmingly 
opposed to collectivism in any form, and are 
equally strongly in favor of the private enter- 
prise system. And yet there remains the 
danger that by taking a series of steps, each 
small and insignificant in itself, the private 
enterprise system might be weakened to the 
point where it would cease to be effective—a 
process of creeping collectivism. 

What are some of the ways in which this 
might happen? One way is by too much gov- 
ernment spending and taxing, thereby weak- 


ening the incentives necessary to the private | 


enterprise system. Federal, state, and local 
taxes today take 28 per cent of the national 
income. That is high for peace time; except, 
of course, that we’re not really at peace. Any 
substantial reduction in this figure must wait 
upon happier international conditions. 

A second factor in this process of creeping 
collectivism would be an excessive develop- 
ment on the part of the citizenry of a “gimme” 
philosophy and a parallel expansion of the 
“hand-out state’—processes which would 
weaken personal self-reliance and individual 
initiative. 

A third point in this composite would be a 
development of excessive government regula- 
tion (which already has gone far), putting 
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the private enterprise system increasingly in 


a straitjacket until it ceases to be able to 
function. 

A fourth possibility would be improper gov- 
ernment competition with private enterprise. 
Government enterprises having the apparent- 
ly bottomless purse of the taxpayer can easily 
present improper competition to private enter- 
prise, endanger its functioning and its success. 


The Danger of a Decline in the 
Spirit of. Enterprise 


And, finally in this grouping, the private 
enterprise system could be seriously injured 


| by a decline in the spirit of progressive enter- 
_ prise. England’s troubles are traceable, in my 


judgment, to many things. I see no fewer 


| than fifteen different strands of explanation. 


And one of the most important, as I see it, is 
the decline in the spirit of enterprise, which 
began in England many decades ago. 

During the period of the Industrial Revo- 
lution, England was the most energetically 
progressive nation in the world. This progress 
enabled her to defeat Napoleon and to go on 


_and acquire wealth, power, and empire. In 


those decades the world clamored for English 
goods, and got them, carried in English ships, 
financed by English banks. Later on, some- 
thing happened to the spirit of English enter- 
prise. Perhaps it was because the sons and 
the grandsons and the great-grandsons of the 
men who were the energetic promoters of these 
industries, decided to become country gentle- 
men, instead of putting their energies and 
their very real abilities into a continued de- 
velopment of English industries. But what- 


| ever the reason, English industrial progress 


began to slow down in the latter part of the 
nineteenth century—a long time before many 
of the more recent adverse factors put in 


appearance in that country. 








I see little or no sign of this occurring in 
the United States. There has been perhaps in 
one or two of the older sections of our land 
some decline in the spirit of enterprise, but 
even in those sections I think there is today 
a resurgence of vigorous progress. 

A combination of these factors could lead 
to a decline in the efficacy of the private 
enterprise system. And the insidious thing 
about any of them is that the process could 
go on little by little, here a nibble and there 
a nibble, none of the steps being significant 
in themselves. Indeed the full impact upon 
our society probably would not be realized 
until some time of crisis when suddenly, the 
system, already weakened, would collapse un- 
der the impact of dramatic adverse circum- 
stances. At that point, unfortunately, we 
would have gone past what may be called a 
point of no return. For at that time, it is 
surely too much to expect that the American 
people of that day would survey the wreckage 
and say, “Yes, we see what’s happened during 
these past years; we have taken one step after 
another which weakened the private enter- 
prise system and now we must reverse all 
these policies and get back to a vigorous pri- 
vate enterprise system.” No, at that point, 
being past the point of no return, we would 
probably turn to full-blown Socialistic policies. 

I believe, however, that we can deal with 
all these problems. The important thing is 
that our people should know that the prob- 
lems exist, since an informed citizenry is likely 
to be an effective citizenry. The crucial thing 
is not to be blind to these dangers, not to 
become complacent with our situation or with 
our expanding progress, but to be well aware 
that just as eternal vigilance is the price of 
peace, so eternal vigilance is the price of con- 
tinued progress and the preservation of our 
liberties. 
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